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ABSTRACT
This study examined whether (1) the top-down and (2) the process-focused task structures used for strategic-systems audits influence the extent to which auditors integrate evidence about risk factors when they assess the risk of financial misstatement. In a laboratory experiment, audit seniors used alternative task structures to assess strategic business risks and identify risk factors with analytical procedures. Findings suggest that both the top-down and the process-focused task structures increased the extent to which auditors integrated evidence about risk factors while assessing misstatement risk. These results provide empirical evidence supporting claims by advocates of strategic-systems auditing that alternative task structures help improve audit performance by increasing auditor sensitivity to factors that increase the risk of misstatement.

Strategic-Systems Auditing: The Influence of Task Structure
on Auditor Sensitivity to Risk Factors

I.  INTRODUCTION

In response to changing business conditions, auditors have increased the extent to which they consider business risks when they evaluate factors that could influence audit effectiveness (Knechel 2004). Business risks are conditions that threaten the viability of a business model, such as market and operating conditions that could impair the business processes an organization uses to create customer value (Eilifsen, Knechel, and Wallage 2001). Procedures for assessing and incorporating business risk into the audit plan change the task structure that auditors use to learn about client operations and evaluate audit risks (Lemon, Tatum, and Turley 2000). Bell et al. (1997) call this new task structure “strategic-systems auditing”, a label that recognizes the auditor focus on risks that impact the systems of business processes organizations use to execute their competitive strategy.

Bell et al. (1997) explain that strategic-systems auditing involves a top-down, process-focused task structure. Strategic-systems auditors use a top-down approach by analyzing their client’s business model and assessing strategic business risks before they perform analytical procedures on accounting information. Auditors who use a traditional approach evaluate the risks associated with business conditions in conjunction with other auditing procedures. The top-down task structure helps auditors develop a holistic perspective on client operations before they become embroiled in transaction details. Strategic-systems auditors also use a process focus when they search for conditions that could increase misstatement risk. Their audit support software organizes accounting and operating information around strategic business processes rather than financial statement account classifications. The process-focused task structure helps auditors more effectively integrate business risks when they use analytical procedures to evaluate changes in performance metrics.

A debate has arisen about the benefits of increasing the focus on business risks during financial statement audits. Proponents of strategic-systems auditing argue that “business-informed auditors are better able to detect unintentional and fraudulent misstatements [because they can] conduct business-informed tests and amass business-informed evidence before they draw conclusions about the veracity of financial statements” (Solomon and Peecher 2004). However, Wiel (2004) suggests that focusing on business risks may make auditors less likely to search for the types of account-based evidence they need to conduct an effective audit. He points out that a member of the recently-formed Public Company Accounting Oversight Board and the chief accountant for the Securities and Exchange Commission have suggested that over-reliance on risk-based auditing methods can divert auditor attention away from evidence that could signal financial misstatement. The central issue in this debate is whether expanding auditor knowledge about business risks will increase or decrease their chances of recognizing conditions that increase the risk of financial misstatement.
Bell, Peecher, and Solomon (2002) suggest that using top-down, process-focused task structures will improve risk assessment by providing knowledge that can increase auditor sensitivity to risk factors. Researchers have begun to provide evidence about how strategic-systems auditing influences auditor judgment. However, as described in more detail below, studies to date have focused on how these alternative task structures influence whether auditors will identify conditions that increase misstatement risk. Research has yet to provide evidence that the top-down and process-focused task structures increase auditor sensitivity to risk factors, that is, changes their perceptions about the extent to which business conditions influence risk assessments. In other words, studies have found that task structure can influence whether auditors will recognize and document concern about risk factors, but no study has examined whether task structure increases the extent to which risk factors, once recognized, influence auditor judgment about the overall likelihood of financial misstatement.

This study examined whether the top-down and process-focused task structures used for strategic-systems audits influence the extent to which auditors integrate different types of risk factors when they assess the overall risk of financial misstatement. In a laboratory experiment, strategic-systems auditors assessed business risks, evaluated entity-level and account-level risk factors, and documented their conclusions about the risk of financial misstatement. The three-cell experimental design included cases designed around (1) the top-down and the process-focused task structure, (2) the top-down but not the process-focused task structure, and (3) the process-focused but not the top-down task structure. Findings provide evidence that, as suggested by Bell et al. (2002), both the top-down and process-focused task structures used during strategic-systems audits increase the extent to which auditors integrate risk factors when they assess the risk of financial misstatement.

The remainder of this study is organized into four sections. Section two presents a theoretical framework and articulates the research hypotheses. Section three describes the research design and explains how the experiment was conducted. Section four presents results of the analyses used to test the research hypotheses. Section five summarizes the findings, acknowledges the limitations of this study, and discusses the implications of these findings for future research.

II. theory and hypotheses

This study examines how alternative task structures affect the extent to which risk factors influence auditor judgment about the risk of financial misstatement. As illustrated in figure 1, auditors must consider three types of risk factors when they evaluate the likelihood of misstatement, including (1) business conditions that threaten the effectiveness of processes that drive the business model, (2) entity-level conditions can increase the risk of misrepresentation by management, and (3) account-level conditions involving patterns of fluctuations in accounting metrics that are inconsistent with other client operating information.

Insert figure 1 here

Alternative task structures could influence the association between auditor judgment and the risk factors identified in figure 1 in two ways. First, changing task structure could influence the likelihood that auditors will recognize business, entity-level, and account-level conditions as factors that increase risk. Second, imposing alternative task structures could alter the extent to which the risk factors that auditors identify influence their assessment of the risk of financial misstatement. 

Audit judgment researchers have begun to examine the first issue. Studies have shown that using a process-focused task structure can influence the likelihood that experienced auditors will document concern about entity-level risk factors (O’Donnell and Schultz 2003) and the likelihood that novices will document concern about internal control weaknesses (Kopp and O’Donnell 2004). Studies have also shown that using a top-down task structure can influence the likelihood that experienced auditors will recognize entity-level conditions (Bierstaker and O’Donnell 2004) and account-level conditions (O’Donnell and Schultz 2004) as factors that increase misstatement risk. This study examines the second issue – the extent to which alternative task structures influence the association between (a) business, (b) entity-level, and (c) account-level risks, and overall assessments about the risk of financial misstatement. The remainder of this section describes the procedures that auditors use to assess misstatement risk, and explains how the top-down and process-focused task structures can influence auditor sensitivity to risk factors by changing their mental models.

Assessing Misstatement Risk

When assessing the risk of financial misstatement, auditors must consider business, entity-level, and account-level conditions (AICPA 2002). Bell et al. (1997) explain that strategic-systems auditors identify risk factors associated with business conditions by assessing the strategic business risks that threaten their client’s business model, a task they perform before they analyze entity-level and account-level risk factors. Auditors learn about entity-level risk factors when they analyze information about client operating activities to identify conditions that could increase pressure on management to misrepresent financial performance. Auditors learn about account-level risk factors when they perform analytical procedures to identify inconsistent fluctuations in account balances that could signal financial misstatement. Analyzing account-level, entity-level, and business conditions that influence the likelihood of misstatement provides auditors with the engagement-specific knowledge they need to develop an effective program of audit tests.

Bell et al. (2002) suggest that the top-down and process-focused task structures help auditors develop richer knowledge structures when they process client information. They argue that this superior knowledge will improve decision performance by providing a more comprehensive and complete context for recognizing the implications of audit evidence. People develop a context for processing information by creating mental representations of decision situations. These mental models provide a cognitive problem-solving space for integrating new information with existing knowledge (Newell and Simon 1972). Schank (1999) explains that mental models are dynamic memory structures that (a) change and evolve as people learn more about the decision task, (b) direct the search for new information, and (c) determine how that information will be evaluated. As a result, mental models play a central, deterministic role in human judgment (Hogarth 1991).

Task format features that change the structure of knowledge-acquisition activities influence human judgment by changing the mental models that develop during a decision task (Payne, Bettman, and Johnson 1993). The mental models that auditors develop when they learn about client operations provide a basis for evaluating subsequent audit evidence (Libby 1995). Differences in the structure imposed on information acquisition activities changes the mental models that auditors use to integrate evidence (Messier 1995). Because strategic-systems auditors use different task structures to acquire client information, they are likely to develop different mental models and come to different conclusions about the evidence they evaluate than auditors who use traditional task structures (Bell et al. 2002).

Top-Down Task Structure

Strategic-systems auditors analyze their client’s business strategy before they evaluate information about financial performance. During strategic analysis auditors learn about the business processes their clients use to bring products and services to market and they assess business risks that threaten the organization’s ability to execute those processes effectively (Eilifsen et al. 2001). The deliverable from strategic analysis is documentation about strategic business risks, which provides auditors with a holistic context for evaluating information about financial performance (Bell et al. 1997). Compared to a mental model developed by analyzing performance information without understanding overall business strategy, the holistic mental model from strategic assessment should provide a superior basis for recognizing entity-level and business conditions that increase risk (Bell et al. 2002).

Schank (1999) explains that mental models develop quickly, based on initial situation-specific information, because people need a context for evaluating decision cues. Initial information acquired during a decision task activates memory structures containing knowledge about similar decision tasks, knowledge that people have developed through experience and training. These knowledge structures merge to form a mental model that provides a cognitive index for linking new decision information with existing knowledge stored in memory. This index provides a basis for interpreting decision cues by integrating new information with existing knowledge. The resulting mental model drives information search activities and dictates how decision information will be interpreted.

Links to knowledge structures that are created when people develop an initial mental model are tenacious. People usually do not reconstruct their mental model unless faced with significant inconsistencies between the knowledge they have developed and new information that they acquire (Schank 1999). In other words, the nature of initial information acquired during a decision task dictates the type of knowledge structures that will merge to form a cognitive index in the mental model. This network of knowledge structures will have a significant influence on what cues people attend and the extent to which those cues influence judgment.
During risk assessment, auditors who establish an initial mental model by learning about their client’s business strategy should develop a cognitive index with stronger links to knowledge about conditions that threaten the viability of business processes and the quality of management decision making. By shifting the focus of knowledge acquisition activities, the top-down task structure should provide auditors with mental models that increase the salience of conditions that threaten business process performance and the integrity of management decision making. These associations between task structure, mental model development, and the interpretation of decision cues provide a basis for our first pair of research hypotheses: 

H1a:
Strategic business risk will have a stronger influence on judgment about the risk of financial misstatement when auditors use a top-down task structure than when they use a bottom-up task structure.

H1b:
Entity-level risk factors will have a stronger influence on judgment about the risk of financial misstatement when auditors use a top-down task structure than when they use a bottom-up task structure.

Process-Focused Task Structure

Strategic-systems auditors use software that organizes audit evidence by categories of business processes rather than categories of financial statement accounts. The process focus was developed to help auditors develop a better understanding of the value creation process and to provide an alternative to the traditional transaction focus, which directs auditor attention toward details about economic transactions. Bell et al. (1997) explain that a process focus helps auditors relate what they have learned about strategy to the processes their client uses to execute strategy and, as a result, provides a more effective basis for using accounting metrics to evaluate business process performance.

Changing the way information is grouped for presentation alters the way that auditors focus their attention and integrate information into their mental model (Messier 1995). Differences in presentation format influence the way that auditors encode (Plumlee 1985) and recall (Frederick 1991) audit evidence. Research on financial analysis has demonstrated that changing the categories used to present decision information can change the extent to which that information influences judgment (Vera-Munoz, Kinney, and Bonner 2001; Hopkins 1996). Research on audit judgment has provided evidence that a process focus increases the salience of entity-level risk factors (O’Donnell and Schultz 2003) and enhances the ability to acquire and apply knowledge during internal control evaluation (Kopp and O’Donnell 2004).

Schank (1999) explains that human cognition stores and retrieves knowledge from memory structures that are grouped by common characteristics, that is, organized around categories. After being established by initial situation-specific information, the cognitive index that links these knowledge categories in a mental model evolves and expands as new information is acquired. Not surprisingly, new links in the cognitive index develop around the categories used to organize new information. As a result, the category structure used to present decision information largely determines the category structure that develops in a mental model. For example, acquiring decision information that has been organized around categories of business processes activates memory structures that contain knowledge organized in a similar fashion. As a result, using a process-focused task structure for organizing decision information should foster the development of a mental model that organizes client information around a process focus.

The process-focused task structure groups information about risks associated with business, entity-level, and account-level factors in the same category – by groups of related business processes. For example, the audit support software used by the firm that provided participants for this study groups information about strategic business risks for the revenue cycle with information about company sales processes, including accounting information about sales revenue and selling expenses. Because clustering related information tends to make that information more salient (Larkin and Simon 1987), a process focus should increase the extent to which information about business and entity-level risks influence auditor judgment about misstatement risk. These associations among task structure, mental models, and the salience of risk factors provide a basis for our second pair of research hypotheses:

H2a:
Strategic business risk will have a stronger influence on judgment about the risk of financial misstatement when auditors use a process-focused task structure than when they use a transaction-focused task structure.

H2b:
Entity-level risk factors will have a stronger influence on judgment about the risk of financial misstatement when auditors use a process-focused task structure than when they use a transaction-focused task structure.

Our research hypotheses do not address the association between task structure and the extent to which account-level risk factors influence misstatement risk assessments. Professional standards require auditors to analyze interperiod fluctuations in accounts to identify evidence of misstatement, and then consider their findings when they develop a program of auditing tests. As discussed above, research has demonstrated that task structure can influence the likelihood that auditors will recognize account-level risk factors. However, because auditors routinely analyze account-level conditions as a component of risk assessment (Wright and Ashton 1989), there is no reason to expect that alternative task structures will diminish the extent to which auditors recognize the impact that account-level factors have on the overall risk of misstatement. In other words, regardless of the task structure that auditors use to acquire client information, account-level conditions should have a significant influence on their judgment about misstatement risk. 
III. method

A laboratory experiment provided data for testing our research hypotheses. A total of 138 senior-level auditors analyzed one of three different cases, assessed strategic business risk, performed analytical procedures to identify entity-level and account-level risk factors, then assessed the overall risk of financial misstatement. All participants had at least 18 months of audit experience and from 1 month to 53 months of experience as seniors who supervised field work (average = 14 months; standard deviation = 12 months). They all worked for the same firm, which uses the strategic-systems approach, and completed the experiment at a national training session.

The three-cell experimental design included (1) a baseline case organized around the top-down, process-focused task structure that participants used in the field, (2) a bottom-up case that was organized around the process-focused task structure but directed participants to perform analytical procedures before they assessed strategic business risk, and (3) a transaction-focused case that was organized around the top-down task structure but presented information for analytical procedures by financial statement categories of transactions rather client business processes.

Approximately half of the cases in each of the three conditions contained a seeded pattern of fluctuations in accounts that was included to ensure within-cell variation in account-level risk factors. Analyses indicate that this seeded condition introduced variation in account-level risk assessments as intended. However, this manipulation had no main or interactive influence on any of the hypothesis tests (evaluated by including a dummy variable for the seeded condition in the regression models used to test the hypotheses). As a result, within-cell data for cases with and without the seeded condition were pooled for the analyses reported below. Other than the seeded pattern of account fluctuations, all cases contained the same information. Only the task structure differed across the three experimental conditions.

Materials

Case materials were patterned after the Loblaw Companies, Ltd. strategic-auditing case for a chain of grocery stores (Greenwood and Salterio 2002). Financial statement account balances were adapted from the annual report for Safeway, Inc. and key performance indicators for critical success factors were suggested by the controller for a regional grocery chain (similar to the one described in the case) who also reviewed the materials for realism.

Information for assessing strategic business risk included a discussion of critical success factors in the grocery industry and a description of how the client had revised business processes when it recently changed from a low-cost-provider strategy to a product-differentiation strategy. Information for analytical procedures provided a description of current-year business activities and performance measures, which included selected financial statement accounts, financial ratios, and key performance indicators. Each performance measure included current and prior year measures and the amount and percent of change. Key performance indicators also included an industry best practice measure for each category.

All cases contained five conditions that, according to Statement of Auditing Standards No. 99 (AICPA 2002), should increase the entity-level risk of material misstatement. First, the client had recently changed its business strategy. Second, the client’s management team held significant equity positions and effectively controlled the board of directors. Third, the company was engaged in talks with a much larger competitor about a possible merger. Fourth, a new controller had been hired just before the start of the current fiscal year. Fifth, during the previous year, the company had adopted a number of aggressive accounting practices, some of which resulted in income-reducing adjustments being proposed by the audit team.

For cases organized around the top-down task structure, participants were provided with information and instructed to perform a strategic business risk assessment before they were provided with information and asked to document risk factors by performing analytical procedures. In the bottom-up case, participants performed analytical procedures before they assessed strategic business risk.

In the cases organized around a process-focus, information for analytical procedures was grouped by the client’s three core business processes: (1) category management and store operations, (2) stock management and logistics, and (3) financial management. A separate page of information was provided for each of the three processes. Narrative information for each process was divided into three paragraphs that (a) described the process, (b) summarized current-year activities, and (c) discussed accounting practices. Performance measures for each process (account balances, financial ratios, and key performance indicators) were presented after the narrative information in a format patterned after the audit support software used by the firm who provided participants for this study.

The transaction-focused case provided the same information for analytical procedures and presented that information on three pages, but the information was organized differently. The first page explained the business processes and described current-period activities. The second page provided information about accounting practices. The third page presented all account balances in financial statement order followed by financial ratios and key performance indicators. Narrative information for business processes, current-period operations, and accounting practices was presented in three paragraphs, which were identical to the paragraphs of information (process, operations, and accounting) provided for in the process-focused case. The transaction-focused materials replicated the format used by audit support software for another international assurance services.

Task

Participants began by completing a questionnaire about their auditing experience. Next, they were provided with information about the audit engagement, control risk assessments, their client’s industry and business operations, history with the firm, and key business processes. Based on that information and their field experience, they were instructed to rate the likelihood that the unaudited financial statements contained a material misstatement, due either to intentional or unintentional causes, on a scale from one (low) to seven (high). These pre-task risk assessments were used to control for any between-subject differences in misstatement risk expectations that existed before the experiment began.

Next, participants assigned to the top-down task structure assessed strategic business risk and then performed analytical procedures. Participants assigned to the bottom-up task structure performed analytical procedures followed by strategic risk assessment. During strategic assessment, participants were asked to analyze information about business strategy and their client’s business model, rate the likelihood that the company will be able to execute their business strategy successfully on a scale from one (low) to seven (high), and document the rationale for their viability assessment. During analytical procedures, participants were instructed to analyze information about client operations and performance metrics, assess misstatement risk assessments for inventory, sales, cost of sales, and store operating expenses on a scale from one (low) to seven (high), and document the rationale for each of their assessments.

After assessing strategic business risk and performing analytical procedures, participants in all three conditions assessed the overall risk that the unaudited financial statements contained a material misstatement, due either to intentional or unintentional causes, on a scale from one (low) to seven (high) and described the evidence that they considered when developing this assessment. Finally, participants completed a debriefing questionnaire and were given an opportunity to request a summary of the results by providing their e-mail address.

IV.  Results and analysis

The research hypotheses predict associations between task structure and the influence that (a) strategic business risk assessments and (b) entity-level risk factors have on judgment about the likelihood of financial misstatement. This section explains how the variables used to test these hypotheses were measured, reports the results of the hypothesis tests, and describes additional analyses that were performed to assess the validity of the findings.

Measuring the Variables

The dependent variable for this study was quantified as the change score between ratings of overall misstatement risk that participants provided before the task began and their ratings of overall misstatement risk after they assessed strategic business risk and performed analytical procedures. Both measures were elicited on a seven-point Likert scale where one corresponded to low likelihood of misstatement and seven corresponded to high likelihood. There were three measured independent variables for this study, including strategic business risk assessments, the number of entity-level risk factors documented during analytical procedures, and account-level misstatement risk assessments. There were also two manipulated independent variables, including top-down versus bottom-up task structure, and process-focused versus transaction-focused task structure.

Strategic business risk assessments were quantified using the viability rating that participants provided for the client’s business model. Participants rated the likelihood that the client would be able to execute their business strategy successfully on a seven-point scale from one (low likelihood) to seven (high likelihood). This viability rating was subtracted from eight to provide an assessment of the risk that the client’s business strategy would not be successful.

The number of misstatement risk factors that participants documented during analytical procedures (from zero to five) was used to quantify entity-level risk assessments. Two of the authors and a graduate student examined the rationale that participants provided for their overall risk assessments and identified the risk factors that participants documented. They performed this analysis without knowing what task structure the participant had used. After developing independent listings, they compared results and reconciled differences. Initial agreement was greater than 90 percent.

Account-level misstatement risks were quantified as a change score. This variable was calculated by subtracting average misstatement risk assessments for inventory, sales, cost of sales, and store operating expenses that were elicited before the task began from the average for those four assessments that were elicited when participants performed analytical procedures. Descriptive statistics for all measured variables are reported in table 1.

Insert table 1 here

Hypothesis Tests

The research hypotheses posit associations between alternative task structures and the extent to which auditors integrate business risk factors and entity-level risk factors into their judgment about the overall risk of financial misstatement. As the extent to which auditors integrate risk factors into their judgment about misstatement risk increases, the correlation between assessments of risk associated with individual factors and assessments of misstatement risk also increase (Waller 1993). As a result, the influence of task structure on the integration of risk factors can be evaluated by comparing the correlation among assessments for risk factors across alternative task structures.
Figure 2 reports Spearman correlation coefficients among risk factors across the three alternative task structures examined by this study. Consistent with our first pair of hypotheses, there is a significant (p < .05) correlation between the risk of misstatement and both business risk factors (H1a) and entity-level risk factors (H1b) for the top-down, process-focused task structure shown in Panel A. However, there is no significant (p < .05) correlation among those risk assessments for the bottom-up, process-focused task structure shown in Panel B. Furthermore, consistent with our second pair of hypotheses, there is no significant (p < .05) correlation between the risk of misstatement and either business risk factors (H2a) or entity-level risk factors (H2b) for the top-down, transaction-focused task structure shown in Panel C.
We used hierarchical analysis to construct a statistical test of our research hypotheses by regressing business risk factors, entity-level risk factors, and account-level risk factors (independent variables) on the risk of misstatement (dependent variable), then comparing the influence of the independent variables across the three alternative task structures. Because the independent variables are correlated (see Panel B of Table 1), their influence on the dependent variable must be assessed by adding each variable to a new regression model then evaluating the increase in the amount of correlation (r-square) explained by the model after the new independent variable is added (Cohen and Cohen 1983, 120-25). Because account-level risk factors should have a significant influence on the risk of misstatement across all task structures, it was the first independent variable evaluated. Changing the order in which business risk factors and entity-level risk factors were added to a model that already contained account-level risk factors did not change the results. The change in r-square associated each variable is reported in Table 2.
Insert table 2 here

H1a predicts that business risk factors will have a stronger influence on judgment about misstatement risk when auditors use the top-down task structure than when they use the bottom-up task structure. H1b makes a similar prediction with respect to the influence of entity-level risk factors. Comparing the results for the top-down condition in panel A of table 2 with the results from the bottom-up condition in panel B of table 2 indicates that both business risk factors and entity-level risk factors had a positive significant (p < .05) influence on misstatement risk assessments in the top-down condition but no significant influence on misstatement risk assessments in the bottom-up condition. The first pair of research hypotheses are supported.

H2a predicts that business risk factors will have a stronger influence on judgment about misstatement risk when auditors use the process-focused task structure than when they use the transaction-focused task structure. H2b makes a similar prediction with respect to the influence of entity-level risk factors. Comparing the results for the process-focused condition in panel A of table 2 with the results from the transaction-focused condition in panel C of table 2 indicates that both business risk factors and entity-level risk factors had a positive significant influence on misstatement risk assessments in the process-focused condition but no influence on misstatement risk assessments in the transaction-focused condition. The second pair of research hypotheses are supported.

Additional Analyses

Hypothesis tests suggest that task structure influenced the extent to which auditors integrated business risk factors and entity-level risk factors into their judgment about the risk of financial misstatement. Participants chosen for this experiment had been trained in strategic-systems auditing and worked for a firm that employed a top-down, process-focused task structure in the field. This design choice was made because auditors with no training or field experience in business processes analysis and strategic risk assessment are not likely to appreciate the implications that business risk can have for evaluating misstatement risk. Furthermore, using auditors from different firms would raise the possibility that differences in firm-specific training and auditing procedures influenced the results. However, using auditors who were familiar only with the top-down, process-focused task structure raises an internal validly threat that must be addressed.

The experiment was designed to test whether alternative task structures influenced risk assessments by fostering the development of different mental models. However, the manipulations used to inspire different mental models provided task structures that were different from the format that participants used in the field.  Therefore, it is possible that the unfamiliarity of the task structures may have changed the extent to which participants were able to integrate case information, which would provide an alternative explanation for the findings. It is unlikely that changing the way three pages of case information was organized would confuse senior auditors who evaluate this type of client information on a regular basis. However, three tests were performed to evaluate this validity threat using participant documentation and data gathered by the debriefing questionnaire.

Participants were asked to rate the similarity between the format used to present information during the experiment and the format used to present information by the audit support software they use in the field, using a scale from one (not similar) to seven (very similar). Responses ranged from 1 to 7 with an average of 3.5 and a standard deviation of 1.4. Participants were also asked to rate how well the information they examined during the experiment helped them to understand the business processes their client uses to create customer value, using a scale from one (not well) to seven (very well). Responses ranged from 1 to 7 with a mean of 3.7 and a standard deviation of 1.3. For both questions, there is no evidence that responses differed across the three experimental conditions, which indicates it is unlikely that differences associated with the experimental manipulations were simply the result of using a an unfamiliar task format.

Participants who used the top-down approach relied more heavily on their strategic business risk assessments when they evaluated misstatement risk than participants who used the bottom-up approach. One explanation for these findings could be that bottom-up participants were more fatigued when they assessed strategic business risk and, as a result, did not attend information about business strategy as closely as top-down participants who performed strategic assessment first. Evidence from participant documentation suggests that this was not the case. Word processing software was used to count the number of words that each participant used to document the rationale for their strategic business risk assessment. Explanations contained from 9 to 166 words with a mean of 36 words and a standard deviation of 25 words. There is no evidence that the average number of words differed significantly between the top-down and the bottom-up conditions. It does not appear that participants in the bottom-up condition who assessed strategic business risk after they performed analytical procedures were any less diligent in their analysis than participants in the top-down condition who assessed strategic business risks first.

In summary, there is no evidence that results for the hypothesis tests can be attributed to the influence that task structure manipulations had on the independent variables. There is also no evidence that the influence task structure had on misstatement risk assessments resulted from performing familiar tasks using unfamiliar task formats rather than from differences in the way those alternative formats influenced auditor cognition.

V.  Discussion
Recent articles in the business press have questioned the benefits of auditing methods that use a strategic-system approach. Research has examined how the top-down and process-focused task structures used for strategic-systems auditing can influence the likelihood that auditors will identify risk factors. This study provides evidence that these alternative task structures can also help auditors integrate the risk factors they identify into their mental models for assessing the risk of financial misstatement.
Findings from this study must be interpreted with care. Auditor judgment under the laboratory conditions imposed by this study may not generalize to auditor judgment in the field. Developing a laboratory exercise that can be completed in one hour to replicate a task that may take several days or more in the field significantly constrains the information set. Participants in this study were provided with a one-page overview of their client’s business model and five business process performance metrics. The exercise did not provide them with an opportunity to analyze the business processes in detail. If participants had been able to perform the analysis of business processes that their firm requires for assurance engagements, they may have developed different mental models for risk assessment.

Future research could explore how experience interacts with the holistic perspective provided by strategic business risk assessment, and how that interaction influences auditor cognition. Auditors are using a variety of new task formats in an attempt to improve assurance services and keep pace with a rapidly changing business environment. Additional research that examines how these task format features influence decision making can help auditors do a better job in the field and extend our understanding of the association between task structure and auditor judgment.
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Figure 1
Factors that Influence the Risk of Financial Misstatement
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Figure 2
Spearman Correlations Among Measured Risk Factors
Panel A:  Top-Down, Process-Focused Task Structure

[image: image2.wmf]Risk of

Misstatement

Business Risk

Factors

Account

-

Level

Risk Factors

Entity

-

Level

Risk Factors

0.27 *

0.35 **

0.49 ***

0.49 ***

0.45 ***

Risk of

Misstatement

Business Risk

Factors

Account

-

Level

Risk Factors

Entity

-

Level

Risk Factors

0.27 *

0.35 **

0.49 ***

0.49 ***

0.45 ***


Panel B:  Bottom-up, Process-Focused Task Structure
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Panel C:  Top-Down, Transaction-Focused Task Structure
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* p < .10;    ** p < .05;    *** p < .01

Table 1
Descriptive Statistics

Panel A:  Measures of Distribution


Mean
SD
Min
Max


Change in overall misstatement risk assessments
0.46
1.23
- 3.00
4.00
Strategic business risk assessments
3.75
1.21
1.00
7.00
Entity-level risk factors documented
1.02
1.10
0.00
5.00
Change in average account-level risk assessments
- 0.09
1.10
- 2.75
2.75

Panel B:  Spearman Correlation Coefficients


Strategic
Entity-Level
Account-Level

Business Risk
Risk Factors
Misstatement Risk
Overall misstatement risk
0.16 **
0.35 ***
0.41 ***
Strategic business risk

0.18 **
0.17 **
Entity-level risk factors


0.36 ***

* p < .10;    ** p < .05;    *** p < .01

Table 2
Hierarchical Analysis of the Association between Risk Factors 
and the Overall Risk of Financial Misstatement

Panel A:  Top-Down, Process-Focused Task Structure (n = 49)

Model R2 After

Measured Variable
Variable Added
Partial R2
F-statistic
Account-level risk factors
0.29
0.29
18.85 ***
Entity-level risk factors
0.09
0.38
7.19 **
Business risk factors
0.07
0.45
5.71 **


Panel B:  Bottom-up, Process-Focused Task Structure (n = 40)

Model R2 After

Measured Variable
Variable Added
Partial R2
F-statistic
Account-level risk factors
0.17
0.17
7.70 ***
Entity-level risk factors
0.01
0.18
0.75
Business risk factors
0.02
0.20
0.93

Panel C:  Top-Down, Transaction-Focused Task Structure (n = 49)

Model R2 After

Measured Variable
Variable Added
Partial R2
F-statistic
Account-level risk factors
0.17
0.17
9.92 ***
Entity-level risk factors
0.00
0.17
0.17
Business risk factors
0.02
0.19
1.06
* p < .10;    ** p < .05;    *** p < .01




































































































































































